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TAX NEWS
By LOUISE A. SALLMANN, C.P.A., San Francisco, California
From day to day one does not know what
is going to happen to “the” 1954 Revenue
Code. Of this we can be sure, there are
a few major changes in the Congressional
hopper which may have us all hopping
within the next few months.
The Treasury Department has asked for
a retroactive repeal of Sections 452 and
462 of the new Code. In the February
issue we discussed briefly the elections
available to taxpayers under these sec
tions. Section 452 permits deferment of
prepaid income and Section 462 allows
deductions for reserves for estimated ex
penses. Secretary Humphrey of the Treas
ury urges repeal of these sections because
he feels that these provisions would cause
a far greater loss in revenue than was
anticipated, that is, approximately one bil
lion dollars instead of fifty million dollars
as estimated previously. His conclusion
is based upon “items some taxpayers in
tend to claim which these provisions were
never intended to cover.” It is also his
contention that application of the two sec
tions would cause much litigation.
The White House, on the other hand,
wants to substitute new language which
will achieve the original purpose of the
provisions—namely, to bring tax account
ing methods more closely into harmony
with generally accepted accounting prin
ciples—while avoiding undue loss of rev
enue.
To date of this writing, the House has
passed favorably upon retroactive repeal
of the two sections as supported by the
Ways and Means Committee. However,
Senate opposition is anticipated.

In the event the repeal legislation is
passed by the Senate, the taxpayer will be
relieved to some extent in that no penalty
or interest would be assessed on account
of underpayments resulting from repeal if
amended returns are filed and payment of
any additional tax is made by September
15, 1955. An employer with a profit shar
ing plan would be given until September
15 to make any increase in his 1954 con
tribution that is necessary because of
repeal.
The question of constitutionality has
also been raised against the proposed re
peal legislation. But administration law
yers feel that the repeal is constitutional
as corporations were “on notice” before
the filing date for returns; past trend of
court opinion indicates retroactive repeal
would receive court approval; and the
complexion of the present Supreme Court
would assure upholding such appeal.
If the “Repeal Legislation” doesn’t keep
us busy, Internal Revenue Commissioner
Andrew’s request for 1,000 to 2,000 addi
tional agents this year undoubtedly will,
if granted. He plans to use the additional
personnel to examine in detail 2,000,000
returns this fiscal year and to increase
that number during fiscal 55-56. If Con
gress grants his request, it will bring the
number of Internal Revenue Agents up to
13,100. The additions will permit a 4%
increase in office audits and a 13% in
crease in field audits and fraud case in
vestigations.

(Continued from page 6)
Code expressly provides that the character
of income to the beneficiaries is to be the
Same as it was in the hands of the trust and
the Conduit Rule is provided to divide up
various types of income among beneficiaries.
“Distributable Net Income” has been
adopted as the measure to impose an outside
limit on total distributions deductible by
the estate or trust and taxable to the bene
ficiary. Distributable net income, under the
1954 Code, is taxable income without de
ductions for distributions, personal exemp
tions, and net long-term capital gains; with

capital gains allocable to corpus excluded
(and capital losses excluded unless they
were offset against distributable gains);
with dividend income reflected in full except
for “extraordinary” and stock dividends
allocated in good faith to corpus excluded;
with net tax-exempt interest included. If
an “unlimited” charitable contribution de
duction is allowable, the amount of taxexempt interest allocable to the contribution
under the conduit rule is not added back.
A great to-do has been made, in the Sen
ate Committee Reports and by the American
Law Institute, which recommended most of
the changes, about “case of routine ad

Did someone say we will now have a
“pencil-sharpening” break?????
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